IN 19685, the American econorny zet
records in production, sales, employ-
ment, income, and living standards,
as the expansicn that started in esrly
1961 was extended for the fifth year
in & row. Most broad measures of
poconomic activity showed impressive
gnins, which exceeded even the larpe
advances of 1984 and surpassed by a
wide margin the sxpectations for 1965
held aarly in the yesr by mosi business-
men and economic forecasters. De-
mand nereased in most final markets
and was especially streng for business
fived investrment snd consumption ex-
penditures, notably durable gooda.
Within the year, the advancs in total
output and sales was uninterrupted
but somewhat itregular. In the early
monihs of I198%, increasss wers un-
nznally large es the sconomy recoverad
from the dapressing effects of tha auto-

mobile strilees of lafa 1064, CGains

moderated in the spring months but
apeelernted after midyesr under tha
influence of sharply rvising capital out-
lays, the eut in excise taxes, the incrense
in Social Security payments in esrdy
foll, and partiealarly the step-up in
dafanse experndltum that resulted from
the in¢resse in the fighting in ¥ietnam.

Pricas ross somewhst imore from
1964 to 1965 than in the other years of
the current expansion, but for the year

as g whole, the rise over 1964, ag in-:

dicated by the pomprebenzive GNP
deflator, could still be characterized as

moderata, The most prominent price

increages occurred in the first half of
the year, for fmrm products snd for
food products at both wholesale and
retail levels. Whelesale industrial
prices Tose in emch guarter of 1965

Economic Expansion in 1965

and for the first time since 1954 showed
a modest but noticeable incresse for
the full year; consumer prices rose
somewhat more.in 1965 than the yewr
before. The eost of credit also moved
up a3 the demand for beorrowed funds
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wdvanced even more repidiy then the
substontially inereased supply of credit.

Aléhough the Naiion's capacity to
prodiuce was considerably enlarged in
1985, the rise in oitput was still geeater,
and the gap between potantial nnd ac-
tual cutpus was lower than ai sny other
time in ths current expansion. Despite
8 lerge fncrease in the labor force, em-
ployment rese aven tmore; wnemploy-
ment declined steadily, end by yearend
was cdlose to the Adminisiration’s in-
tarim goal of & 4-percent unemploy-
ment rate. Unemployment rates wera
still high for teensgers and Negroes, but
toward the end of the year, labor short-
ages ware not Unsommon in some sceu-
pations and indwstries. Even though
buzinessmen made record cepital out-
lays to expand and modernige thair
plent facilities, the uiilization of manu-
facturing capacity ineressad and for the
full year was sbout ns high as it was in
1855.

Perhops the outstsnding davelop-
meni in 1965 wes the chapge in the
economic climate that emerged around
the end of the year. It reflecied the
buoyant state of demand, tha prospac-
tive lorgs incresses in spending, partic-
ularly for defense, and the growing pineh
on resources. It wes a dramatic shift
from the spring months, when there was
a widesprend belief that the expansion
might be slowing down, As the year
came o o close, o basic guestion was
whether the WNation's capaeity to pro-
duce could aecommodate the antiei-
pated inerease in aggregate demand
with the moderate price increases that
hove thus far distinguished the G-year
expaosion. _
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- Roonemic activity dur.mg the year
was influenced in meny different ways—
apart from the rise in defense programs
late in the yesr—by Government
policiss adopted both during and before
1985. Ths 1964 radustion in personal
"~ and corporats income taxes conbimued
to stimulste personal consumption ex-
penditures and business spending on
new plant and equipment; and the cut
in eorperate taxes st the beginming of
18965 provided & further stimuluz to
business investment. The reduction
in excise taxes srsund midyesr lowerad
prices on & wide variety of consumer
poods and provided an additional fillip
to consumer spanding. Personal in-
coma was directly increased by the rise
in Soeial Secarity bepefite. Some of
the rige in amployment, notably smong
teenagers, was a Taflection of zpecial
Government programs associated with
the war cn poveriy. Tfnder the wage
and price guidelines, the Government
incressed pressurés sagainst excessive
wage and price increases in partienlar
industries. A eignificant part of the
reduction in the halance of payments
deficit was & result of the Administra-
tion’s voluntery progrem aimed at
lowering private capital outflows. .
The Federal Resarve peormitted a
record expansion in bank credit in 1965
but exerted moderata pressure on bank
reserves duripg the year. In Decem-
ber, Resarve authorities rpised the
discount rate by one-half of 1 percent
and permitted member commercial
banks to pay up to 5¥ percant on time
dapuosita held more than 30 days.

Yearend Position :am.'l Outlook

Total production and sales showed a
large Increase in the clesing months of
the. year. According te preliminary
dats, fourth quarter GNP was up 513
bilion {enmusl rate) over the third
quarter. Among the major markets,
the most notaworthy devalopment was
- the lerge advanes in government pur-
chagee—more than $4 billion—obout
half of which represented increased out-
lays for dafanaq, particularly military
poy.

SURVEY OF CURBENT BUSINESS

‘Persopal consumption expendifures
continued their vigorous rigse with a
fourth quarter ga'm of about §7% bil-
Yion; tha change in durable goods pur-
chases, however, was very smell The
strong expemsion in business Hxed
investment continned with an increase
of almost 32 billion, bat investment, in
residential structures edged down #or
the second successive quarter. -

Activity rose rapidly throughout the
fourth «quarter. In December, per-
sonel income inaressed by 34X billion
‘owver November and reached p sesson-
slly ndjusted annual rate of more than
§550 billlion. Payrolls rose in most
industriea as employment snd rates of
pay incressed; howxs of work continued
unchanged at pesk postwar lavels.

The Dacemmber rize in employment in
nonferm establishments was close to
400,000, after seasonal adjustment, two-
thirds lavger than the average monthly
inerensa since Dacamber 1964, Un-
employment showed another improve-
ment, and the unemployment rate fall
to 4.1 percent of the labor foree. The
unemployment rate for married men,
at 1.8 percent, was the lowest since
1953. ,

Industrial” production in December
increased over s broad range of indus-
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tries and on an cverall basis ross almost -
1¥ percemt, nfter sessonal adjustment.
One feature of the month was the pickup
in steel output after 4 straight months
of decline, The stesl industry seems
o he pmpanng for a resurgence of steel
demend in the mnear future snd is
apparently buillding up its own inven-
tories. Stocks .ol steel held by steel
consnmers have been cub sharply since
September; with consummption moving
higher, the inventory adjustment by
steel users seems to be moving mpidl;r
toward .compietion.

Holiday &rade appeared to be very
buoyant, apd retail sales showed o
good-sized imcrease over November,

~ according to advance reports.

Wholesale prices in December rose
0.6 percent over November becauss of
lorge merenses in the prices of farm and
food producte. Industrial prices wers

" ynchanged over the month.

Dutlook for 1966
At ‘no other time smee the start of
the expansion did prospects for rising
output in the year shead appear so
certain as they did at the and of 1965,
With a resolution of the Vietnam con.
{ Continued on page 15}
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GR'DSE neticnel product Tose $47
billien or 7% percent in 1965 to a total
of 3675% bilion. This vigorous ad-
vanee was one of the largest on record
snd brought the Nations esonomic
expansion since the last recession to 5
yvears, the longest =since the end of
“World War II.  Despite the large
merease m demand, prices tose only
1% pevcent, shghﬂy mare than the

sdvance in 1964 and other racent yesus, -

The increase in the physical volume of
produttion was 5 percent, better than
the previous year's gain of § percent and
considerably above the postwar nversge
annusl growth rate,

Last yesr's advance in real output
was excedded in only 5 other postwar
Fears—1050, 1041, 1955, 1969, and
1962, Except for 1951, the large gains
in sutput in these years reflected the
sharp expansion typical of resoveries
from business recessions, In 1951, out-
put was boosted by very heary defense
expanditores associated with  the
Korean, wor. In contrast, the 1065
advance followed n leng period of
expansion, and production for the full
year was little affected by expanding
wilitary outlays.

Within the year, the larpest increases
in GNP came in tha first and fourth
quarters, althoogh advances in tha
other guarters were aleo sizable. In
the first' quarter, GNP rose hy the
uhusuelly large amount of $16% hillion
at o seasonally adjusted snoual rate,
mainly because auntomobile eales and
production made & strong Tecovery
from the aute strikes in the fourth
quarter of 1964. The above-average
rise in fourth guarter cutpui stemmed
from an scceleration in defense spend-

National Income and Produet in 1965

mg supmmpﬂsad upon continuing large
gains in copsumer spending and busi-
pess fixed investment.
Private spending dominotes admnee
Most mejor GNP categories rose
substantinlly in 1965. The relative rise
in business inveatment was the sharpest;
the rise in consumption about equalad
the overall rate of ndvance in GNP,
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and the nse in Government spending
fell somewhat below the overall advance
in production {chart 2).

Last year, like 1964, was & yoar of
buoyant consumer demand. Consumer
expenditures for all major categories of
goods mnd services, especially autos
and [ood, rese substantially, and the

" total increased. $29% billion to a record

$428X% billion. The 7)4-percent increase
over 1Hid exceeded ihe relative gain in
disposable personal income and the
saving rate fell.

Oatleys for oew capaciiy, replace-
ment, and cost-cuthing raised business
fixed investmeni $9% billion or 15%
pereent to an annual total of $69%
billion. The share of real GNP devoted
to such investment was 10X percent,
the highest since 1957, Qutlays for

" baik equiptasnt and structures incressad

substantislly and investment rose siz-
ably in each quarter.

With further declines in spartment
house building and Bttle change in
single family home construction, expend-
itura won residenfisl stroctures, at
$27Y4 bhillien, was virtually unchanged
from 1964 in current dollars and lower
in resl terms. Residential investment

inereazed moderatddy during the first

half of 1966 but declined during the
second.

Nonfarm inventory investment in
1965 was 37 billien, & rise of $1%
bilion over 1964, The peak in in-
ventory accumulation was reached in
the first quarter, when specisl factors
halpad boost accumulation to an annual
rte of over %9 hillion. Inventory
baying tended to slacken thereafter,
ranging from $8 billion to $7 billion.
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¥arm inventories showed = small in-
crense in 1465 after & declioe in 1964,

Tmports rose more than exports in
1355, and pet expores, at $7Y hilkion,
were off $13% billion from tha 1964 pace.
Becanse of the dock sirikes, imports
and especially axports foll during tha
first quarter of 1965. Both made strong
recovories in the spring and, after
changing littla in the sammer, rose
again in the final queriar,

An incresse in nondefense spending
was responsibla for last vesr's $1%
billion ¥ise in Fadersl Government pur-
chases of goods and services, which
totaled $66% bilion. From 1984 to
1865, defense purchases were un-
changed, even though military spending
moved up in the Iest quarter of 1965,
State and locel government purchases,
continuing their lonp unptrend, rose 3
percent ar $5 billion to a total of $658%
billion. '

Spusrt in profite

Mational income rose 7% percent to a
total of $554% billion last year, accord-
ing to preliminary data. AN major
neome eategorias moved up, the largest
ralative pains being scored by farm
ineome and eorporate profite.

Corporate profits increased $8X bil-
lion, the sharpest calendar-year gain
since the rise in 1959. Froprietors’
income increased by $3% billion; two-
thirds of this reflectad a gain in farm
proprietors’ meome, atiributabla mainly
to the rise in farm prices. Higher
employment nnd average annual esrn-
ings helped honst employas compen-
setion $26% hilkon.

Increases in profits and farm pro-
pristors’ incoms were most marked in
the first hall of last year. During the
second half, employee compensation
accounted for s much arger share of
the national income rise.

Income, Consumption, and
Saving

THE strong advence in  econcmic
activity in IU85 was accompanied by
the largest year-to-yerr ahsolute in-
erenss in personnl income since World

Wer [1.  The 1065 total of $531 billion

wee $36 billien or 7Y percant above

SURVEY OF CURRENT BUSINESS

1964. The large flow of incoma from
produntion was boosted by the inereass
of 7 percent in social security benefits
that began in October after a lump-surm
disbursement of $885 million in Sepiem-
ber for payments refroactive to Jaouery
1965. Thus, persousl iransfer pay-
ments, which rose $1X billion in 1964,
wera up $2¥% billion in 1965.

As a result of theseé special factors,
quarberly movements in personal in-
come were not uniforms during the year.
The lacgest querterly rise—#$11 billion
&t an anpual rate—oceurved in the third
quarier, when the retroacilve social
security payments were made.

Large rise in dispasable income

Because of the underwithholding of
Federal taxes om personal income in
1964—the withholding rate was cut to
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14 percent as & result of the new law .
even though the 1964 rate for the loweat
tax bracket was radueed to 16 percent—
final net settlements early in 1985 ware
higher than normal, and Federal per-
sonal taxes rose sharply in the first hall
of the year. A moderate redunction
followed in the sscond half. For 1985
83 & whole, Federal pemsonal tarxss
totaled $5¢ billion, & rise of $5 billion
over 1964. These toxes took 10.2
percent of personal income in 1965, a
alight increase over.the 9.8 perceni m
1964, In the immediate pre-faa-cut
yeers, 1961-63, the ratics were 10.7,
11.0, and 11.1 percent respectively
{chart 3).

Stete and local personal taxes in 1965
amounbed to $71X billion, about $1
billipn more than in 1964. Thess taxes
now take 2.2 percent of personsl in-
com®, having shown a slhghtly vising

" tendency over the past several yoars;

in 1961, the ratio was 1.5 percent.

Bacanse of the large final net settle-
mente on Federnl taxes in the first half
of 1965, the advance in disposable
parzonal income was somewhat demyp-
ened. Howewar, the total for the yenr
was up 0X percent over 1964 and, st
$465 billion, set another record. Real
per capita dispossble personal tneome—
which takea mmto accoynt the growth in
population and the advanes in con-
sumer prices—was & percent abova
19064, .

Consumers spend at record rate

* Consumers spent freely on all types
of woods and servicezs in 1968, as their
ingomes rose snd they made extensive
nse of consumer credit. Even after
allowing for the moderately higher
copsumer prices, the risa in real ex-
penditures wes an impressive 5 percant.
Auto purchrases in 1885 showed the
sherpest gsin among the major ex-
penditure groups (chart 4y, TInit sales
to sl categories of buyers posted e new
record of 9.3 milion cars, of which
about 500,000 were imported and 8.8
million were domestically produced.
The excellent perlormance in 1965
followed & yenr of strong auto sales;
8,1 millior cars were sold in 1964,
Although auto buying last year re-
flected some makeup of sales lost
becanse of the auto striles in Qeéoher



Jenuary 10G¢

and November of 1064, thei was not e
major factor.
anto porchases reflacted the large ex-
pansion in after-tax income. After
Maey 1965, sales were also boosted by
the redaction of the autc excise tax
from 10 ta 7 pateent,

Purcheses of durable goods other
than sutos and parts—ie., furniture
and houschold equipment, jewelry,
booke, 2fc—depend to & larpe axtent
o0 changes in income, and 1965 was no
axeeption. Spending on these items in
the agpregate was up & percent over
1964, as comperad with s B¥-porcent
rise in dispossble personal income.
Fomitura and household aguipment
axpenditures Toge ornly & pareent, re-
flecting in part the lag in residemtial
housing sales. Spending for the other
durable goods items increased 9 percent
over 1904,

Nondurables reflect MME rise

Throughout the postwar peried, con-
sumer  axpenditures for wnondurable
poodz, which inetude the large cate-
gories of food and elothing, have mowved
in elose relationship to disposable
ineome. The 6% percent inerense in
gpending on pondurable goods in 1965
was about the same as the rise in
dispossble parsonal ineome.

Food and clothing purchasea, which
comprise 70 percent of total spending
for nondurahle goods, rose 6 and 5%
percent respectively in 1965; expendi-
tures for gasolme and oil Tose 4%
percent, and outlays for all other types
of nondurables, 5% percent. Spend-
ing for food and beverapes increased
steadily throughout the year, partly
becanze of higher retail food prices,
which sdvanced by more than 2 percent
over 1964, In the fourth quarter of
lnst year, expenditures for food and
beverages topped the $100 biltion annual
rate for tha first time, for an average
per capita cutlay of sbout $520.
Services continue to grow

Consumers spent sbout $175 hillion
for services in 1965, an increase of T4
percent over 1964, After allowance
for the 2¥-percent wise 'in serviee
prices in 1985, the incresse over 1964
opme Lo 5Y percent in real tarms,

Of the major groups of services,
hovsing expenditnres showed the larg.

In both 1064 and 1965, -

SURVEY OF CURKENT BUSINESS

ezt cumrent dollar advance in 1965—
about 9 percent, The increase in ex-
yeaditures for transportation services—
4 pereent——was much less than the rise
in dispoeable pemcmnl nsome; this

fact reflects the growing mese of private.

automobiles at the expense of public
frepsportation. Total expenditures
for the other groups of services—
medical caxs, personal business, ete,—
advanced somewhst more than dispos-
able inesma.

The ratio of expenditures for services
to dispesable personal income was 37Y
percent in 1985. Throughout most of
the postwar period, consumers have
devoted en ineressing proportion of
their income to services, By 1060, the
ratio had reached nesrly 37 pevcent,
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for the first time exceeding the bigh of
38) percent recorded in 1929, Since
1982, the ratic has fluctuated within o
narrow range around 37%  percent,
ropresenting st least s termaporacy halt
in the steady rise in the poriion of
income spant on services.

Personal saving rate lower

Consumers saved shout 535 billion,
or 5.4 percent, of their disposabla per-
sonsl income in 1985. Over the past
decade, perscoal saving 4s & perpent of
disposable perzopal income has Gue-
tuated from s high of 7.0 percent in
195¢ to & low of 4.9 percent n 1960.
From 1955 to 1984, the average annual
rete was 6.0 percent (chart 3). Inm
1964, the saving rate was at this aver-
age; in 1065, the volume of saving as
wall as the rate of saving was lower
than in 1964. The saving rate iz, n
partt, a function of consumer purchases
of dureble poods, especially autos.
From 1 to 1905, expenditures on
consumey dursble poods rose from 13%
percent of disposable income to 14
percent—an incresse only slightly less
then the decline in the saving rate.
In the fourth guarter of 1964, the drop
in auto sales due to the strikes in that
period was a factor in the rize in the
saving rate to 6.6 percent irom the 5.7
percent in the preceding quarter. Fol-
lowing the sharp pickup in suto sales
in the first half of 1965, the saving rate
fell to sbout § percent. . Auto seles
continued st high rates in the second
bhalf of 1965, and saving remained
below & percent of dispoesble imcome.

Angther factor $hat may have
affected the saving rate in 1965 was
tha increased flow of Income In the
formm of transfer payments, a larger
proportion of which is probably spent
than is the case with most other types
of Imcome, since most of these pay-
ments go to low income groups—the
mempleyed snd those living on social
security benefits. The abnormelly
high incarne tax settlements in the
first helf of 1065 moy alzo have con-
tribited to the reduction in the rate.

Businesz Fixed Investment

Business investment in plant and
equipment rose substantially through-
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out 1965 and totaled $69% billion for
the wvear as a whole, $9% billion or
15Y% percent abave 1964. This rise, like
the Il.percent rise from 1963 to 1944,
outpaced the relaiive incresses in eon-
sumption and goveroment expendis
turee; in the earlier years of the current
expansion, investment ahout kept pace
with the rise In overall aetivity.
Expenditures for both "producers’
durable equipment and nonresidential
structures advanced relatively more
from 1064 to 1965 than they had the
previcua yeer, After a modest incresse

SURVEY OF CURRENT BUSINESS

equipment projecis underway alse but-
tressed . the near-termn demand for
capital goods, -
Investment by induswaies

Although the expansion in invest-
ment in 1965 wae gizable in all indus-
trial zectors, the rise in manufacturing
was eepecially large {chart 5).
lays for new plant and equipment hy
manufacturers were more than one-
fifth higher in 1965 than in 1964, baving

inereased 18 percent in the preceding
year. Investment by noonmsnufaehor-

in 1964, imvestment in structwres rose .

substantially in 1966 and spparently
raflacted increased emphasis on capacity
axpunsion as against replacement and
modernizstion. The acgeleration oc-
curred v expenditures for industriel
and eommercial fecilities; in both 1984
and 1965, public utihty constroction
rase moderstely, and ferm consirnotion
declined slightly.

Rising investment during the year
reflected many influences—steadily -
crensing sales and unfilled orders, high
and rsing rates of capacity utilization,
and a lerge advance in before-tax
profits, Clash flow slso rose, in part
because of a hberslization of the depre-
ciation roles and the escond stage of tha
incoms tax eut. -

Businessmen started the year 1085
with high investment programs and, in
the first three quariers of the year,
spent even more than they had entic-
pated. This sugreats that the stimu-
lanta to investment were stronger than
had been expected earlier. In this
sonnéction, it may ba noted that manu-
facturing and trade ssles each xose
about 8 parcant from 1964 to 1985; in
sarly 1085, businessman reported ex-
pocted gains of 5 to 6 percent over 1964.

The forces stimulating capital goods
demand appeered to have Lost little or
none of their strength as 1965 drew to a
close—elthongh {urther increases in
intarest rates may have a restraining io-
Auence on some margina] investments.
Investment in the fourth quarter was at
» seasonally adjusted armual rate of
over $72 Billion, and busipesswen in
virtually every major industry antici-
pated further asizable advanees through
at least mid-1968. An exceptionally
lerge nod growing volomne of plant and
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ing companies as a whole was up by
more than one-tenth in 1965, about the
gane a5 the incresze In 1954. Amonyg
the highlights in the nunmmuimtunng
sootor during 1965 were the resurgence
of capital Epending by the airlines and
the continued larpe expansion by the
roilronds; these lifiad expenditures for
new plant end eguipment by the trans-
portation group to one-fifth above the
1864 total. The utilities and mining
and communica@ons Byme showed in-

_creases of about 10 percent.

Within manufacturing, hoth tha du-
rable a2nd the nondurabis gieda groups
enlarged their capital ouilays mora than
20 percent in 1965, with svery com-
ponent ndusity contributing te the
advance. For the heavy goods in-
dustyies, the rise was abont the same as
in the previous year. Soft goods in-
vestment rose somewhat more in 1988
thao in 19494 largely becanse of the
acrelerated programs of textile, chem-
igals, &nd rubber producers. Thess
three industries, and the motor webicla,
nonelectrical machinery, and nonferrons
metals indusizies m the durables group,
all increesed their outlays by 30 pet-
cent or move in 1965,

Despite the sizable expapsion in
manufacturers’ capital axpenditures and
eapacity in 1965, demand was such that
a rising number of producers iz 4 broad
range of industries felt that their exist-
ing facilities were inadequate. At the
end of Sepiember 1965, manufacturers
holding about one-half of total gross
capital asgets in manufacturing reported
that they needed more plant and equip-
ment facilities to mest their produstion
requitements in the next 12 months—as
compared with 30 percent a yoar sarlier.

Consistent with this evelustion of
growing capacity needs was an upwerd
trend during the year in the aggregata
value of new projects started. In

-wirtuslly all industries, the wvalue of

tgtarts' exeended outlays each quarter;
this brought about a widespread in-

" crease in the carryover of expenditures

yet to be mede on projects underwey.
On September 30, 1965, manufacturers
reported 8 carryover of new investment
projects of $16.2 billion, 37 percent
above the total in September 1984,
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Residential Construction

Regidential building was the only
major component of private domeatie
investiment that did not show a resl in.
crease in 1965. Investment in private
nonfarm residential structvres, at §37
billion in surrent diollars, changed little
from 1894; constant dollar expenditures
were 3 percent lower than in 1064.
Senacoally adjusted outlays rose mod-
erntely in the first quariar of 1965 snd
dlightly further in the sscond, but de-
clined after midyear. On a constant
doltar basis, fourth quarter 1965 ontlays
were about 10 percent below the peak
reachad et the beginning of 1964.

The decrease in the real volume of
hovsing expenditures reflected e 3-
cenb-decline in the number of private
ronfarm housing starts, which was
offzet by a =mall incresse in average

value per unit. Sterts totaled 1.48

million units in 1845, 25 compared with
1.52 million the year before snd 1.58
million in 1943, the recent peak.
Average value per unil in 1965 rose
{afiar allowing for the rise in construc-
tion costs} because the product mix
included n greater proportion of single
family homes, which are more costly
per unit then spertments, and home-
builders continued to upgrade to the
largar and more expensive types of
single family residences.

I CF4RT G

Residential Constractinn Activily

* Lerrent doflar expomdileres in JI6Y ware
efost o the 196¢ Idaf

o Rearl oofare wan Morpor

Ty R
13 fuaie i}lfhl‘rlii-li'|'l liml |%1<| |t:r.¢
(1T R B T N PR ™ |
mw’
Seoaanlly Adpriied, of Amngl Rotes
N3 beparoget ol Corweroy, 1500 of Seteen Loowowk

SURVEY OF CURRENT BUSINESS

Multifamily construction declines
From 1960 . throngh 1964, singla
family houvsing starts remained within
a fairly narrow range of 945,000 to
995,000 units per year. During the
same period, multifamily sterts mcre
thua doubled, from a litthe over 250,000
units to nearly 600,000 in both 1963
and 1884, The great rush by builders
to capitalize on the shift toward apart-
-ment bving led to considerable over-
building sod increased vacency rates in
s number of the major metropolitan
armas in late 1063 and early 1964, which
marked the paak of the apariment house
bootn.

In 198685, smgla Tamily starts ware only

i littls under the 1984 total, but
npartment building, slthough atill very
high by past standards, declmed nearly

50,000 wnika, -or more than 7% percent. .

The decline in apartment housa con-
struction appears to have been relatad
to the contioned existence of hizh
vacancy rates in those areas where
multifamily construction hed been es-
pecially active efter 1060.

Sharp cutback in the West

Thers wers divergent regional tremda.

in the volume of housing staris last
year. Asin 1964, most of the veduction
in starts ocowrred in the Western States.
In this region, starts dropped to 280,000
units, down nearly one-fourth from the
1664 total and far below the 430,000
units started in 1863, The severity
of the cutbaclk in the Weat is illustrated
by the fact that vnits bepwn in 1986
were neazly one-tenth under the pre-
viouz low of 310,000 in 1P&0.

In both the Northesst and North
Centrel regions, whera economic activ-
ity hes been especially buovant hecouse
of rising durable poods preduction,
starts rose about 25000 units, or 9
percent and T percent reapectively.
The gain in the Narth Central region
was the fourth suceessive annual rise
ard boosted starts more than one-thind
from their recent low in 1961. In the
Scuth, the ragion with the larpest
numbsr of units begun, starts held elose
to 570,000 wnits for the third straight

nt  FEAaT,

7

I AR T 7
Hmmmmmm--m

[LH[ PP | un-'lu

L1

I L L TS TR T TR S

T T O LD
o R AR

- T, AR

VA Dyprinadt of Cammared, DB iokees [obdrgey

Rise in mortgege retes at yearend

Fundz for home construction snd
purchase were generally ample in 1964,
ns they were in the previous yaars of
the current expansion. After midyear,
¥ields oo FHA mortgages began io edge
up, bub inberest Tates on conventional
mortgares continued to be  stable.
Followine the morense i the discount
rate early in December, interest rates
on mortgages rose considerably end the
finaneing of housing appeared less
favorable than at any othex time in the
past, 5 years. '

Inventory Investment

Apart from the early recovery period,
the bahavior of inventories during the
ecanomic expansion of the 1960's has
beers quite differant from that in pre-
vious postwar expansions. In the pra-
vigus expangions, stocks tended to
Increase relative to production ofter
the first year or year and a half of the
oversdl economic advance. In con-
teast, gince the end of the early re-
eovery phase in late 1961-early 1062,
the . lavel of inventories has shown
comparatively little change in relation
to totel output. Last year was no
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exception even though inventory accy-
mulation was someawhat higher than
in the other years of thea current
expansion, Through the end of 1965
the ratio of ponfarm stocks to GNP
- (based on constant doflars) held faivly
close to the 214 percent ratio thab has
prevailed since the fourth guarter of
1861. Moreover, with few excepiions,
stocks in individual industries have not
appeared excessive in relation to sales.

Durgble goods increase

Investment in nonfarm inventories
totaled about $7 billion last year as
compared with & rate of $5% billion in
1984, Manufacturing and trads firms
in durable goods accounted for most
of laat year's accornylation and for all
of the incresss in aeenmulation from
1064 to 1965, Inventory investment
in nondureble lines decreased from
1964 o 1045,

As comparad with 1984, there was &
modezt risa last year in acoumuiation
by durable goods mannfacturers; this
reflagted primarily inersased produe-

tion requireaments in a broad range of

meial-fabricating industries. Acenmu-
lation by trade firme—notably re-
tailers——in durable goods lines alan
incrensed fron 1964 to 1965. Much
of this advange was acoounsed for by
antomotive dealers whose stocks at

SURVEY OF CUREENT BUSINESS

yearend appaared hiph in relation to
sales, judged by the experience of recant
¥2ars. .

Aceremulation at peak in first quarter

Inventary investment (nonfarm)
showed comsiderable varistion during
1965. It surged to & seasonally ad-
jusied snnusl rate of $9 billicn in the
opening quarter of last yaar, after =
substantisl increase toward the end of
1904, and declined to a range of 56
billicn to $7 bilion in the remaining
quarters of 1965.

Spacial factors were responsible for
the bulge in inventory buying early in
1965; their disappearance helped to
moderate the pace of accumulation later
o0, In the first and second guarters of
lest year, auic deslsrs replenished their
inventories safter the deplstion cavsed

"by sirikes in the final quarter of 1964
The dockworkess' strike had the,affect
in the first quarter of temnporarily build-
ing up inventories of goods that nor-
mally would have been shipped out.

Steal stocks showed a considerable
swing during 1965. Late in 1064, atee)
coneymers and warshouses bagan to
build wp their stocks as a hedge against
the possibility of & strike in the steel
industry. Accumuleticn contimued
through the third quarter of 1086 but
gave way to hguidation in the final
guarter aftey agroement was veschad on
& new labor contract in September.

ORI HART §
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Government Expenditures and
Receipts

TOTAL government. purchases of goods

- and services increased #6% billion from

1964 o 1965, State and local purchases
pgain accounted for the bulk of the
rize: Federal purcheses, which rose
only. modestly for the full year, began
to show the impact of Vietnam in the
second half of 1965,

Totel expenditures by all levels of
sovernment, incleding transfer pay-
ments, subsidies, and interest, as well
a5 purchases, rose $104 billion.

Tax receiptz and social insurance
contributions moved up sharply as
rising business activity lifted tax hases:

Federal receipts rose §9% billion, in

spite of the important tax cuts, and
Binte and local government receipis

JAnuary 1966

(exclusive of Federal granta-in-aid) were
up $4% billion.
Shift in Federol fizscal position
These movements in expenditures
and teceipte resulted in u sharp improve-
ment in the Federsl fiscal position:
For Btate and local governments, the
excess of receipts over espendituves
was unchanged from & year ezrlier.
Because of the marked chanpes in

- Federa]l tax and expenditure patterns

during the ecourse of 1965, semisnnusl
comparisons are more ravesling than
anival comparisons about the major
shifts in the Federzl fiscal position.
Io the first half of 1965, Federal ex-
penditures were almost 52%  billion
higher (annual rate! than in the pre-
coding half-wesy, Wederpl receipts over
tha same period rose nearly $8% billion.
Thesa changes gave rize to & surplus of
over $3% hillion, as compared with a
deficit of $2¥ billion in the second half
of 1964. :

In the latter half of 1985, however,
expenditurea spurted by $6 hillion
(aonnal rate), relleciing meinly the
step-up In defense ouilays and the
expanded volume of transfer payments
under the Social Security Amendments
of 1966. Receipts wera virtvally un-
changed from the first half 6o that on
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balance a defieit of $2¥ b:l]lmn {apnnsl
ria) was inenrred.

Small rise in F ederal purchases

Sines 1962, changes in Federal pur-
chases of goods and services have bean
relatively small. Faderal fizcal policy
has been simed st stimulating private
demand, primarily through tax redue-
tion; on the expanditure side, pew
programs have been eoncentrsted in
ineressed transfer payments and grants-
in-gid.

In 1985, Federsl purchaser resched
$663 billion, ax increase of nearly $1%
billion over the previous year. Mags-
wed on & Yeer-to-year basis, non-
defense purchases pecounted for the
mﬁre increase and reflected a $1 billion
rise in ouﬂnys for the space program
and smell increases in other nondefense
- programs.

Renewed advance in defense outlays

Although national defense outlays,
which constitute the bulk of Federal
purchases, showed no change on an
atnual basis from 19684 o 1565, there
was 4 matked shift in the pattern of
theee purchases within the period, as
chart 10 iDustrates,

Defense expenditures declined ap-
preciably in the latter half of 1964 and
remyained at thiz lower lovel in the
opening haH of Ilnst year.. In the
seeond half of 1065, defense spending
was accelernted under the mmpetus of
the increasing American eommitment
in Vietnam. Outlays for payrolls, um-
munition, fael, and suppliss moved up
rapidly. * Military strength rvse nearly
100,000 in the sesond half of the year.
In addition, tetal military. compensn-
tion was mm*e&sed appreciably by 2
general pay vaise for military personnal
and by an extension of combat pay
eligibility.

Expenditures for major hard goods
catepories—nissiles, . sireraft, and
ships—did not show similar ineresses,
becsuse the Vistnam conflict hes been
fought mosily from stocks on hand.
However, new orders for defense prod-
acts hava been adwnmng gharply in
recent munﬂm :

Social s-ecm'ﬂ.y bengﬁt.a incredse
Feders] transfer payments ineveased
over $2 billion lazt year as compared

TE4-ME - B - 23
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with a rize of about $% billion in the
ptevious year. Enactment of the wide-
ranging Social Security Amendments of
1965 in July increased benefit payments
for 20 million persons by 7 percent.
The higher payments were made retro-
sttive to January, and s lump-gsum
dishurssment was made in September,
ewelling transfers and personal income
in the third quetter. By the fourth
yuarter, total transfers to persons were
at an annwal rate of nearly $30% billicn.

Grents-in-sid to State and local
governmeants advanced about $1 billion
in 1965. Mouat of this Tise was in naw

or sxpanded programe sssocisted with -

economic opportunhity and education.
Highwey and public assistenze pro-
grams, which hed besn major elements
in the rise of recent years, showed little
change.

Interest payments moved up with
vising Treasury hill rates and soms
gxpangion in cutstanding debt. Other
Federni expenditures—subsidiss and
forgign transfars—wers stable,

I CHART i

Federal Parchases of
Goods and Services
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Federal receipts up #% billion

The sharpness of the advance in
Federal receipis Jast year reflectad the
powerful revenve-generating capacity
of the Federal tax structuze under
condifions spproaching full employ-
ment. Federal revenues rose to 3124
billion, about #%% billion above the
preceding year, This occurred despite
the second stage of the 1964 cut in
corporate income tax rates, which
became effective at the opening of the
year, and the cut iz excise taxes in Juna.

Personal tax and nontex peyments
sccounted for over $5 bilion of the
total increase in revenues. Withheld
taxes advanced sharply through 19635,
in line with the large paine in wages
and salaries. The second stage of the
perzonal $ax reduction lowered tax
liabilities—from the 1964 schedule of
16-77 percent to 1470 percent—Dbut
did not affect the statutory withholding
rate, which remsdined at ¢he 1964 level.
As B result, tax payments approximated
tax liabilities more closely in 1965 than
in 1964 when substantial underwith-
bholding was evident. .

The 1964 underwithholding gave rize
to unusvally high net final settiements
{on 1064 teax liabilities), which tempo-
rervily acceleraied personzl tax pay-
ments in the first half of 1965. 'This
ahnormal element tapered off in the
latter half of the year, and nonwithhald
taxes and refunds resumed a more
novmal pattern. The chanre of pace in
personal tax peyments from the fivst to
the second half of the year contributad
ta the sharp twmsbout in the ovarall
fiseal position.

With corporate profits advancing by
52¥ hillion, corporation inegmea taxes
rose ahout 32 billion last year. The tax
risa did not keep pace with the advance
in profit: because the surtax rats on
eorporate profits above 325,000 was
reduced from 50 percent toc 45 parcent.

Cut in excive taxes

Lanst year’s cub in excise foxes pro-
vided o good example of the ability of o
ropidly sxpanding economy to offzat
rate reductions. Indirect business taxes
rose more than $X billion above the

wiw 1964 lovel, notwithstanding a out in
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excize taxes nt midyear. These taxes,
which had risen about $% billion in each
of the previous 2 years, would probably
have rizen by well over 51 billion last
wear if excise taxes hed not been cut.
In addition to the tax cut realized last
year, the Excise Tax Reduction Aet of
1965 colled for reductions of $1.7
billion. in 1968. However, if Congress
approvez he recent Administration
proposal te restors temporarily the
leviss on new cars and on telephone
azervice to the pre-Jenmuery 1, 1066,
levals, the $1.7 billion reduction
originally indicated for 1866 will be
lowerad about $1 hillion.

The remsining major category of
Federal recaipts, coniributions for social
insuranes, waa up $1¥ billion ws =2
result of hizher earnings and amploy-
ment. A much larger imerease—owver
$4 billion—is expested thiz year, pri-
merily becamie of the 1985 Zocisl
Security Awmendments. About 55X
billion of thie Tise will result from the
imoresse in the combined {amployee-
employer} tax rate from 7.25 to 8.4
percent and from the advanee from
§4,800 to $6,600 in maximum earnings
subject to tax. Fart of the tax rise is
earmarked for the new hospital in-
surance program. In addition, starting
July 1, sorial insurance contributions
will be enlarged by payments from
persons eleeting to partieipate in the
gupplemental ipedical insurance pian
at & cost of §3 per month,

Smm and .lomi outloys continue up-
trend

Siate and jocsl guvernments contin-
usd to ba s patent market foree, gen-
arpting $68% billion in purchases of

goods and services last yeer, alntost

£5% billicn more then in 1964. About
twouthirds of last year's advance cen-
tered in emeployes compensation, mainly
school payrolls. Public education sm-
ploytnent rose by sbout 7 percent, and
average pay al2o edged upward. Com-
pensetion in other areas continued io
rize, reflecting the expanding level of
government actvity and higher average
earpings.

Outlays by Stats and lozsl g-uvaru-
‘ments for construction, which eomprisa
more than one-quarier of fotal pur-
chases, were up $% billion, somewhat
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less than increases in earlier yaars.
The advances, though relatively small,
were widely disizibuted smong mest

‘major types of constroction, for exam-

ple, schools, highwaye, and sewers.
Furtherrisein Stete and local receipts

Total receipts of Stste and locsl
governmeants agsin exceeded expandi-
turee, and amaounied to more then $74
hillion, » rise of $5X billion over the
preceding year. The surplus on in-
come and product actount came to
$1% billion, about the same Bs In 1964.
The large pension trust funds of thees
governments show substantial surpluses;
i these fupds were excluded from the
consolidated accounts, a deficit position

. would be indicated for all other povern-

ment activities. Moat State and local
governments rely on tha relatively
inflexible property tax for the major
share of their recaiptz and operale
under sttingent horrowing restrictions—
explicit voter approval iz frequently
requirad—and they are hard pressed to

mest the demands stemming from

rapidly growing community heeds.

Indirect buginess taxes were responsi-
bla for ebout $3% Dillion of the riss in
revenues, reflecting the brisk rate of
economie setivity as well g new and
higher taxes. Many states adopted
new zales texes or raised previous retes.
Ineressed State levies on ogarettes and
gesoline were also evident. Im addi-
tion, a growing number of local govern-
ments are collecting genaral sales {axes.
The advanee in these State and lIocal
texes was ecpecislly marked in the
second half of the year and served &5 a
partinl offast to the reductions in Fed-
eral taxes. Local property taxes, the
principal revepus source of these gov-
ernments, continuad to push upward.

Perzonal taxes, which rese aboub
#1 billion, reflected the advence in in-
eome snd ineresses in tax rates on
earnings in & number of states.

Gross National Product by
Major Type of Product

Lest year's expansion in markets
brought larga ineresses in the produc-
tion of all major types of products. .In
current doltars, production of durable

-Januery 1948

goods rose 104 percent as compared
with inereases rauging from 6 t0 7%
percent’ for other types of produets—
nondurable goods, services, and struc-
tures. The contrasi was even more
marked in terms of real outpui: 10%
percent for durables—the same &5 the
ewrrent doflar rise—es agsinst increases
of approximately. 4 perceni for the.
oihers,

The 1966 rise in duruble goods pro-
duction - reflected large increases in
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demand by -eonsumers snd business,
but povernment purchasss of hard
goods were unchanged from a year
agrlier. The relative stability in ths
prices of durable goods in tha face of
heavy demand was duoe in part to the
fact that the major share of last year's
axcise tax eut on durables was passed
on in lower pricas.

Incressed business and government
spending resulésd in B 7X-percent rise
in otilays for stractures laat yéar. In
Germs of physical volume, the gain was
4Y pexrcent. In boih eurrent and con-
stant dollars, lost year's rate of gain
exceaded that of the previous 2 years.

The G-percent rise in the production
of nondurahle goods was the largest
relative incresse sinee 1951, However,
the 196§ rise in prices of nondurehles—
2 pereemi—wos . twice as high as in
other Tecent years, mainly because of

I CHART 12
Payrells Rise Skarply
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- higher meat prices. In rael terms, the

4-percent increase Jast year was litile
diffarent from the previous year.

Ineranses in consumer expenditures
for services end in government pay-
rollz were reflected in a 7-percent rise
in servica output or 4Y percent in resl
terms. The 1985 gain in service output
wee Tnoderately less than in 1984,

National Income

The rise in durable goods produstion
pleyed 8 key role in last year's $40
billion or 7% percent ineresss in nationat
income. From 1044 to 1965, income
ariginating in durable goods manu-
facturing rose 11% percent—and sac-
counted for ona-fourth of the rise in
total ineome, Last year's advance in

income originating in agriculture, which -

was due mainly to the spurt in faum
prices, waz also well above averaga.

The 1965 advanea in production was
also reflected in widesprasd inecreases
among the various distributive shares.
The sharpest gains were in corporate
profits and farm proprietors’ income,
Employes compensa tion rose at 4 some-
what slower pace tham the toial
(chart 11).

Advances in farm proprietors’ in.
egome and corporate profits wera most
marked in the first half of tha wvear.
Beginning with the summar, the son-.
triibution of thess income shaves to
the advance in total income tapered,
and gaing in employee .compensation
aeecunted for a greater share of the
increasa in the second half.

Employee compensation up

Employee compensation rose $26%
billion in 1965, of which private pay-
rolls accounted for $19Y billion, gov-
ernment payrolls $4%  billion, and
supplements to wages and mﬂa.rma t.he
remainder.

About hali of the increase in private
wagea and salsties stemmed from the
iarge mcreaze in employment; the bal-
snce reflected chiafly higher Tates of
pay. Chart 12 illustrates components
of payroll changes for produsiion work-
ers in manufasiuning. For this group,
higher employtent accounted for more
than half the rise in payrolls, and in-
ereased wage rates were responsible for

11

most of the remainder. Average weekly
houre, at & postwar peak, were up -:mly
sliphtly on & relative basis,

Wages and salaries of government
smployees rose 7Y percent in 1965
The continuing rise in Siats and local
payrolls reflected both higher smploy-
ment wnd inereased pay rates. Foderal
tivilian employment did not rize last
yenr, but averaps pay was increased
lata in the year. Military payrolls—
which changed littls in the first half—
moved up in the second hali bocausa of
& military pay raise, an extension of
combat pay to all military personpel in
Vietnam, snd an increase in the pum-
ber of men in the serviea, Tn the final
quarter, military payrolls wara 15 per.
cent above their level a year sarlier.

Corporaie profits rise sharply
Corporete profita before taxes [after

sdjuetment for inventory gains) ad-
venced 3% percent Iast year to reach
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an annugl total of 75 killion. In both
relative and absolnte terms, thiz was
the sharpest calendar-year riss since
1959. Fourfifths of last year's gzin
was scored in the first quarter and was
heavily influencad by the spurt in suto-
mobile production. Profits continuel
to rise in subssguent quartars, but the
rate of merease was not as great a8 the
extraordinary first, quarter rize.

Mgt industries shared in last year's
advance in profite. The risa was
sspecially marked in durable goods man-
afscturing, and in the transportation
industries, where increases in volume
kad a congidersble effect on earmings.
Profita remitted from the rest of the
world also Tose rapidly lsst year, as
eompanies stepped up the repairiation
of earnings from abroad to conform e

the Adminiztration’s voluntary program

to improve the balance of paymenis.
After the initial recovery phase of the
earlier postwer expansions, there wes
& tendancy for profit margins to fall
as the expansion progressed. To con-
trast, since the sharp rise i probc
margins that accompenied the early
recovery pericd of the current economic
expansion, marging aither have been
stable ar have risen slightly. Laat yess,
corpointe profits were 18 percent of
corporate guiput, as compared with 17
percent in 1964. Margins rose sharply
in the first quarter of lest year and
spparently changed Little therenfter.
Profitz after taxes rose 19% percent
last year to reach n total of zbout
§44% billion. The sharpes nise in affer-
tax profits than ig before-tax profits
stemmed from the second phase of the
1884 income tex cut. Corporate divi-
4_&9111:1 paymenis did not mwatch the rise
in aftertax profits; At $19 Yillion,
dividends were only 9% percent above s
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year eatlier. The combination of &
marked merense in aftertax profits and
a more moderate one in dividends was
reflacted in ap unusually lerpe gain—
28 percent—in undistributed corporate
profits. Thi= rise, together with the
-long-term growth in eorporate capital
epnzumption allowanges, helped boost
internal funds 143 parcent.

Farm income higher

Last year featurod a rise of about
ope-fifth in the inecome of farm opera-
tors (ehart 12). Thi= brought total
farm proprietars’ income to over $14
billion—the higheat level since 1052,
when there were roughly 53 percent
more farm operators than there are
today.

The increase in farm income re-
flected principally an upsurge in prices
roceived by farmers for meat animals.
These prices moved up sharply in the
second querter, eased moderstely there-
after, and then jemped sharply again
in December. For tha year as a whole,
the rige in mest prices over 1064 was

T CH.ART 14
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almost 20 .percent. The - volume of
ia;rm.out-put was up 4 perveny from the
previous year, aud thers was little in- -
erease in the unit operating 4xpenses of
farmes.

Economic Expansion in 1965
(Condirsued from poge £}
fliet pot in =ipht, by far the dominant
factor, of coursa, was the prospectivae

.Inerense in defense purchases. Outlays

by State and local governments conld
be expected to continwe their strong
upward trend.

As pressures on capacity mounted and
the need for modernization eontinued,
business was planning to make sizable
incresses in plant and equipment ex-
penditures. ‘It was not likely that
residential construetion would show
much change in 1966; if anything, the
tightening in intereat rates wes likely to
dampen new ztarte by homebuilders.
Buginess inveatory demsnd was, 3s
usual, an uncertain quentity. Because
of longer delivery times and the possi-
bility of shifts in price expectations,
it was not ¢lear that businessmen would
cootinne the relatively conservative
inventory policies generally pursued
throughout the current expansion. A
more” rapid rate of increase in pro-
duction abroad seemed likely, thiz
wonrld stimulate soma growth in ex-
porta over late 1965 levels. Consumer
income and spending could be ex-
pected to show further large gaios
in 19466,

In the sbove setting, continued in-
creases in amployment and deoreases in
unemploymant could be anticipsted.
The main uncertaintics regarding 1966
eoneerned the adequacy of supplies snd
stability of costs and prices.



SINCE reaching a low point in the
first guarter of 1061, real GNP has
ricen almost 30 percent over the past 19
guarters {chart 15). The increase in
gross private dumestic investmeni over
tha same period was almost doubla the
averall rige, but if inventory investment
is axcluded from the compsrison, the
increase—in fized . investwent—was
cdlose to 40 percent. This was still
" considerably more than the rise in the
cther three major markets—persons,
government, and foreign. Within fixed
investmuent, expenditures on producers’
durable equipment increesed far more
than investment in structores.

The gain was somewhat less for per-
sonal consamption expendituras than
for GNP, with purchases of durable
goods expanding comsiderably morae
than the other two major grouwps of
consumption expenditures. Total gov-
erment purchases roze much lesa than
Zverage; the rize in Siate and local
Machases was about 25 percent, double
the Federal increase. Over this 19-
quarter span, pross exports rose hy mora
than one-third, imports rose s3ill mora,
snd net exports declined stighély.
Sharp rise in durable goods

Changes in real output by type of
produst sre shown in tabls 1. Sinea
durable goods 1markets have sxpanded
more rapidly than other markets in
enach year of the current expension,
the rige in the prodwetion of durable
goods has outstripped by a wide margin
the rise in the production of other types
of products: nendurable goixle, services,
and siruetures. Indeed, [asi year dure-
ble goods ouiput acecunted for the
largeet chare of total ontput for any
year sinee ' World War 1T (tabla 2),

The Production Expansion inPerspective

Apart from the sh:li't in inventory in-

. vezstment—i{rom a fairly sizable lqui-

daiion in eerly 1861 0 2 moderately
large ncowmulation in ete 196b6—the
rise in conemmer aod business invest-

I _H A RT 15

Advancos 'n Real GNP
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ment msrkeis bas sccounted for vir-
tuplly &li of the incresse in durable
goods production since the expiansion
started. The rise in consumer pur-
chazes has been widespread and has
beer particuiarly important in ewto-
1mobiles, furniture, and—during the Iasi
2 years—color televizion. The Fastest
riging business purchases durimg this
periml were transportation equipment,
office snd computng machines, produe-
tion machinery, and farm equipment.

Increases in auto production have
played & key xole in the rise of durable
goods output since early 1961, Ower
this period, real auto product has grown

. about 120 percemi and has risen from

3 to 5 percent of totzl oniput. Real
aute product in 1965 rose 23% percent
over 1864, » zpuch larger rate of increase
then in 1963 and 1964 but slightly
below the gain in 1962. Last yeor was
the fifth straight year of geaerally rising -

- auto production, makiog this the longest

continuony increase in car owtput singe
the early postwar catching-up procese
boastad aute production for the years
184850,

Since early 1%61, governmené pur-
chases have on balance sccounted for
little of the rise in real durable output,
partly becansa during these ¥years
Defense Department programa changed
1o emphagis.

Industrial Effects of the Risein
Investment

Through the use of the tetal require-
ments table of the 1858 Toput-Output
Study, it bas been possible to caleulate
the contribution of the rise in fixed

1B
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investrnent mbee 1961 to the (real)
output increase in each of the io-
dusiries in the economy. The results
of these caleculptions are illustratad in
chart LB.

In this ebart, indostriez have been
grouped into three categories: (1) thosa
that increased more rapidly then raal
GNF from 1961 to 1985; (2} those that
increassd at roughly the same rate as
real GNP; and (3) those that increased
at a alower rate than rea]l GNP, For
each industry, the chart shows the
proportion of its cutput incresee that
was due (o the increase jo fixed invest-
ment over the same period. In addi-
tion, the proporiions are separated into
the direct and indiveet affeciz of the
investment increase. EBEecauss of datas
Hmitations, the changes in chart 16 are
based on sonusl figures for 1961 and
1965. Over this: pericd, Tead GNP
increased more than 22 percent, nnd
fixed investment rese almost one-third,

more than any other major market.

SURVEY OF CURRENT BUSINESS

 In general, the industries whose rela-
tive eéxpepsion from 1961 to 1965
excesded the rise in GNP ware more
dependent on the ineresse in fized
- vestment than wers the industries
whose cutput increased at average or
loas-than-average rates. Moreover, for
the fop group of industries it made no
difference whether this dependence was
direct or indirect. For sxample, the
investment expansion directly caused a
sharp rise in the outpuf of squipment
produecers and indirectly brought shout

s substantiel incresse in the cutpui of .

thoze industries supplying equipment
producers. More than one-thivd of the
outpuat increase in primary metals was
depandent on tha pickup in investment
demsnd, znd almost sll of it was in-
direct. It iz also apparent that the
fixed investment idacrease accounted
For sipnificant proportions of the cutpue
rice of industries that bave litide eloze
relationship to fixed investmeni. A
good example is chemicals, 10 pereent
of whose production increase was in-
directly due to the fized investment
afvancs. :

Mot all of the industries with above-
average rates of ouipul increase ware
especially dependent on the expansion
in investment, por did every industry
especially depandent on  investment
show a betiar-than-aversge incresss in
output. Because the explanations are
fairly lengthy, ne attempt 1= made
here to explain, on the one hand, the
greater-then-aversge expapsion in the
production of chemicals, trade, and
textilezs nnd, on tha other hand, the
avernge rate of expansion in séone,
tlay, and glass. ’

Table 2, =Pereent Disgribution of GNP by Type of Product in Cuvrent and Constank
Drpllaze, Selected Yenrs, 10406-65
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Postwar Growth Rates

Chart 17 llustrates annual average
ratez of growth in real output for the
postwar period (19458-68) and for peak-
to-penls years of thé successive post-
war business cyeles. Growth rates
are shown first for total GNP and then
for major merkets and types of prod-
ucts. In all ceses, the rates (com-
pounded) are based on the change from
the begioning to the ending year.

Real GNP has increased ab un average
annual rate of 2} perceni in the 5
yesrs sinece 1960, the peak of the
incomplete economic recovery thet
started in 1958. This is well in axcess
of the average rate of 3% percent for
the entire period from 1048 o 1965.
The rate was highest {5 parcent) in the
years that included the Korean war
but showed a considerable ratardation
from 1953 to 1957 and from 1957 {o
1860,

The fastest growing markets in the
19860-65 perind have been comsumer
dursbles and private investment. Con-
sumer durabies inereased at an average
rate of TH percent and private invesi-
ment by 5% percent; {or hotk, average
rates of increase were well above those
of prior periods.  The high rate for con-
sumer durables since 1980 has reflected
in large measure the unususl growth in
.automobile demsnd, snd the incresse
in private investmemt bas been due
primarily to exceptionally large gams
in producers’ dureble equipment,.

The prowth simce 1960 in consumer
speiding on nondurable goods -and
services combined, almost 4 percent,
haz been somewhat smaller then the
growth of real GNP but larger than
the aversges of the earlior periods.
. Consumer purchases of mondurable
goods end of services were both up as
compared with aerlier periods, but
the Tise in nondurables was roore
marked.

The twe government sectors show
diverse pattarns. Since 1960, Federal
Government purchases have ineressed
at #n averaps annnal rate of 2% parcent,
about half the rate for total GNP,
while State and local purcheses have
increased at a S-percant Tate.

{(Continued on page 85}
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The Balance of Payments

THE year 1066 opened with the
balanece of payments and U.9. reservas
under severe strain. Boih exports and
imports were lJow because of the sirike
in the shipping industry, but since
exporia ware more severely affected, the
irade balance was sharply deprassed.
Clapital outflows, whick had rizen suh-
stantially in 1964, continued to expand,
particulsrly through incressed hank
loang and direct investments; the risa

may have ossurred partly in anticipa- .

ion of later restrictions. Gold outflows
were among the higbest on record.
They reflected an extruordinary demand
for gold not only from foreign official
sgencies but also from foreign private

‘sources, Thiz dernend was stimulatad
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by the large dollsr sutflow in previsus
puriods. The adwerse balance of pay-
memts of the United Kingdom and the
reanlting decline of confidencs in sterling
during tha latier part of 1964, which
originated largely with nonofficial ster-
ling holders, ey also have contributed
to the widespread rise in the demand
for gotd.

These developments formed the back-
ground for the actions taken by the
Pregident last February it which he
confirmed the intent of the Governwent
to maintain the current sxchange value
of the doilar, and announced a program
to achieve that goal. The program

consisted mainly of an appeal to banks -

to resérict their lemding %0 foreign
customers in 1964 to an Increase of &
percent over the amounts outstanding
at the snd of 1984, and also to non-
financinl corporations to fmprove the

balance on their foreign tremsactions -

and to repairiate lbguid funds held
abroad to the meximum extend. L&
also extended the Interest Equalizetion
Tax t0 loans by bapks and other
financial organizations. The program
incduded an intensifiention of previous
sfforts to reduce Government expendi-
turea abroad, to increass exmports, axd

‘to attract foreign travelars to the

United States.

Certain partz of the program to im-
prove the balasuce of payments were
immediately effective. Bank lcans
started to dechine in March, and sub-
stanti] amounts of shorbt-term funds

-were Tepatriated by novbanking eor-

porations before the end of the first
quarter. Morsover, the trade eurplus
improved with the endmg of the dock-
workers’ strike in the major ports in

mid-February and in other porta early
in March. For the firat quarter as a
whola, the decline in reserva assets and
the increase in liquid Labilities to all
foreigners totaled roughly $700 mil-
lioh—after sessonal adjustment—eon-
siderably lazs than in the last guarter
of 1964 and during the firs{ 2 months of
1965. Exduding liguid lisbilities 6o
foreign private sccounts, the adverse

- halance was shightly lower.

Repatriations of banking olaims,
further withdrawals by oonbanking
corporations of funds beld in foreign
banks, and fthe speedup in sbrike-
delsyed export shipments resulted in
still more improvement of the balance
during the segond guarter. However,
the sffects of the balance of payments
program and the setilement of the ship-
ping strike were partly offset by slug-
gishness in business aciivity iz some of

Table 2.—1.5. Private Asssts Abroad: Sug~
Outhned in 196 Balance
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the major ecountries abroad, whichk had
an adverse siffect on U.B. exporis, and
by the sharp risa in T3, imports, which
was related partly o protective buying
in anticipation of a sirike in the steel
indostry. Nevertheless, the drop. in
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reserve assate was reduced in the ssecond
quarter t¢ less than one-tenth of what
it bad beem in the first yusrter, and
Liquid Yiebilities, mosthly to foreign of-
fieiz]l organizations, deslinad hy an even
lexger amount, However, that change
to & favorable balsnce, the first =inee
1857, was mot expected to continue
singe it was bazed to some evtent on
repatristions that were not likely to be
sustained snd on & temporary vpsurge
n exports. .

During the sacond half of the year,
kbe balance tamed adverse again since
repatriations did not contimue. How-
aver, limitations on new bank loans, s
decline in capital outflows throogh di-
rect investments to not much ore
than B0 percent of the rate in the firss
half of the year, and & moderate rise in
the trade belance kapt che defieit much

below the average rate for the wears

195% to 1964, It ws=2 not quite $500
million in the third qoarter sad some-
what less in the fourth. The balance
hased on chappes In reserve assets and
in linbilities {0 foreign official organiza-
tions during the second balf of 1985 was
also sdverse.

For 1965 az a whole, the adverse
balence composed of declines in 1.5
official reserve asets and increases in
all liquid liabilities was less than half of
the $2.3 billion deficit in 1964. The
alternative balance composed of changas
in U.5. reserve assets and in liabilitias
to foreign official orgamizations ocly,
which had improved substantially from
1962 to 1964, pruhahljr Was llt.t.la
changed in 19645,

The total 1965 improvement was
divided in roughly equsl parts between
a reduction in V4. internationsl pay-
ments and sn increase in receipts. - On
the payments side, the sharp cuthack
in private capital outflows was offset to
some extent by the rize in U3, mer-
chandise imports, In the ressipts ac-
sount, incressed merchsndise exports
and incoms on investient bolstered the
total (chart 15).

Balance of paj’mﬁnta developments
in 1965 indicated that further improva-
ments in the balance wers still required
and that the propram to achieve them
bad to continue. Accordingly, on De-
cernber 6, it was snnounced that the
program would be extended into 19466,

17

The features of the original program
were retained, and new ceilings for U.S.
private sssats abroad in 1986 ware ouat-
lined. These ceilings for the various
catapories of private capltnl are listad
in table 2.

Economic Developments
Abroad

115, international trivsactions were
affected by economic developments in
the United States, reviewad slsewhera
in this izsue, and by trends abroad,
which are diseussad briefly hera

In 1965, the rate of economic growth
in mogt industrial areas abroad slowed
down econsiderably. Thiz was re-
flected in the movament of T1.5. exports
and may alzo have eoniributed to the
deeling in TI5. private capital cutiows
during the vesr (chart 19). The slower
rigse in foreign demand may alzo have
contributed to the increase in TIS5.
imports by etimulating foraign business-
men with idla produetive capacity to
expand their salea in the United States.

In Weatern Europe, the rate of
evonotnde  growth slackemed in 1965
for the second consecntive year. In-
dustrial production rose omnly about 2
percent from the fourth guarter of
1964, to the third guarter of last vear.
In France and tha TUnited Kingdom,
industrial produetion showed little or
no gain over that period. There was
& moderate advance in Germany, and
in Ttaly thara was a recovery from
reducad levels of production in 1964.
Industrial production n Japan, after
expanding vigorously for several years,
remained almost stetionary  during
1965 - :

The slower advance in demand in
these arens was reflected in our sales.
Exporis to Eurape, our fastest growing
macket for the past several years, rosa
by anky 2 to & percent in 1968, and
ghipments to Japan also expanded very
fittle.

In (Canada, industtiel activity con-
tinped to incresse lasé year, keeping
pace with the expanding T1.5. economy.
Canada waa the most buoyant market
for UJ.5. exports in 1965; shipments
there expanded by approximately 10
petroent.
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- Derand in the expanding economies
of Australia and South Africa also con-
tinued to incresse in 1965, and aven
though reduced foreigm trade earmings
caused a drop in their reserve holdings,
. T8, shipments t0 those countries ad-
vaneed for the second straight year.

Modest increases in foreign exchange
aarnings of the less developed countries
(other then those producing cil) were
msed o finance larger expenditures
abroad in 1985, These were reflected
in T1.8. exports to these countries, which
rose slightly in 19465,

The current outlook for 1966 is for
the Canadian economy to continue to
Traora and for rates of prowth in some
Western European countries and im

Japan to improve moderately. Foreign -

exchange earnings of the less developed
countries may rise through ineressed
sales to the industrial areas. With 1.5,
demand also rising rapidly and with
- productive resources in the United
States more Tully smployed, an acceler-
siion 1o foreign business aclivity mey
oot offect U.5. exports, particularly
capitel goods, as much as it did in the
pest.

Special developments in the Umt&d
Kingdom

The uncertainty of the balance of
peyments position of the United King-
dom which followed the serious sterling
crisiz of November 1064 snd persisted
through the earky fall of 1965 had =
major impeet cn US. internationsl

" transactions. The conversions in the
spring and summer months of U.5, cor-
porate securitiez held by British suthor-
ities and the deferral for the second
straight year of the annusl payment of
principal and interest dus the United
States on the postwar loan to the
United Kingdom affected our payments
position adversaly. In addition, during
the summer months, the Fedoral Ee-
serve Bank of New TYork extended
substantial sszistance on & swap basis,

incressing holdings of sterling in ex--

change for dollars. Begmning in Sep-
tember, the British position improved
congiderably when g 10-nation standby
eredit was accorded the United King-
dom and confidence in the pound was
restored. These developments resulted
in large shifis of foreigm-held Xquid

SURVEY OF CURRENT BRUSINESS

dollar essets from foreign official to
private seconnts during the third qar-
ter and back toforeigy official accomnts
in the fourth ¢quarter of last year.

Merchandize Trade

The merchandise axport surplus nar-
rowad from %6.7 billien in 1964 to sbout
$6.0 bilion in 1965. 1.3, exporis of
merchondize, afier a 15-percent rise in
1964, rose about 4 percent in 1965,
Imports, m contrest, mereased about 15
percent in 1265 after 8 10-percent gain
in the preceding year.

In addition to the elower rise m
foreign demand in 1385, exports may

__ CHART 19

Industyial Prodection and Relaiod
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have been affected by raduced capital
ontflows. .Some of the loss of exports
eansed by the dockworkers’ strike early
in the yesr may have been irzeirievable.
Also, #s demand pressed against plant
and labor capscity in this ecuntry,
lengthemed delivery times and less ap-
gressivemess by TL.S. firms selling in
foraion markets may have waikened
our competitive position. .

17.5. exporis in the first half of 1965
dipped helow the level in the preceding
balf yesr psrtly Lecausze of redunced
agricultwral shipments and partly be-
cause some goods had been preshipped
in late 196¢ to avoid delay from the
longshorepnen’s strike, In the second
halt of the year, both agricultural and
nonagricultural shipments increased,
and total exports Tose to 4 new record.

For the year as a whole, agricultural
sxports were about equal to those In
1964. Exports of feed grains snd vege-
table oils continued to expand in 1965
and offset declines in cotton and wheat,
Wheat exporiz picked up after midyear
when the 11.3. price fell and European
demmand rose. Mot of the advence in
nonegricultural exports was in capital
and automotive equipment. (ther in-
creases in exports included vonferrous
metals, reflecting both volume and
price gains.

. In both 1964 and 1985, the ac-
celerated advances in domestic produc-
tion and income resulted in substantial
increazes in imports. Industrial sup-
plies and materials aceounted for o large
part of the gain in US. imporis last
vear. Some of this rise was in ated
products, for which large foreign arders
were placed as a hedge against the
threatened st«eei sbnka in the Tnited
States.

Imports of ca.plt.nl equipmertt nnd
consumer gooads alse incrsased con-
siderably in 1965. Only imports of
foodstulffs showed little change from
1964, This was partly because of
reduced prices for imported foodstufls
sid partly because for some foodstufis

" domeetie inventories wers drawn down

in lieu of & larger volume of imports.

Govermment Transactions
U.S. military expenditures, after de-
clining during 1964 and the first quarter
(Continuad on page 25)



THE atrong exparpsion of the economy
in 1588 was accomspanied by an un-
usually large advanee in employment.
Altkough the rise in the labor force was
above the aversge of recent years, the
expansgion in jobs was greater and
unemployment was significontly 1o
duced. On an annusl basis, the un-
employment rate averaged 4.8 percent
last year, as compared with 5.2 percent
in 1984 and 5.7 percent in 1963, At
the stirt of 3965, the unemployment
rate was § percent, but the stesdy
irzprovement through the year brought
the rate by yearend close to- the
Adwinistration’s interim poal of 4
paraent.

Toward the sud of the year, the
labor market presented a mized pictura,
Unemployment rates for young pecple
were still far sbove eversps; despite
improvements;, rates amonpg Negroes
ware nesrly double the avarage: rates
for white adultz wers quite low. In
certein occupations and mdustries in
particular peopraphic areas, labor short-
ages werg prevalemt.

Lebor force expands

The civilian labor force aversged
75.6 million in 1965, a rise of 1.2 million
from 1064.  The growth in the labor
force was slightly Iarger than the year
before, and considerably larger than in
the earlier years of the 1960’s. The
largest relative expansion in 1965 was
in the teensge group, whick rose by
more then 500,000 for the year s a
whaole sod by 1 million within the year.
These large increases were mainly & re-
faction of the bulge in the birth rate in
the very esrly postwar period. The
number of adult women.in the labor

Employment—Prices—Fimance

force continued to grow, with a rise of
600,000, but the number of a.dult- men
rose only 200,008

S C}ART 20

The 1.2 willion risa irl employment fast year
erceeded Mie lorge increass in 1904
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Total civilian employment, at 72,2
million (housekold basis}, increased 1.8
million from 1984 to 1965. Adult
women accounted for & little more than
700,000 of the increase and adult men
and {eenagers for roughly 500,000 each.
For adalts of each sex, the ampluyment
increase exceeded the rise in the labor
foree; for tesnagers, the advences were
about equal.

Increases widespread by indm:try

Exeept for ernployment in agricultura
and mining, where longron daclines
weare extended, employment in 1965
ghowed a hroad industrial advance that
was sustained throughout the year and
accelerated in the fourth quarier. En
nonagricultural establishments, the gain
over 1964 was more than 2 million jobs,
and in manufaciuring alone, almost ¥
million. About half of tha overall xisa
was in private nonmenufacturing, with
#ll major groups except mining con-
iributing to the sdvence. In nonmsnu-
facturing, relative geims were large in
trade and finance, where employment
has been showing a strong secular in-
cransa, and in contract construction,
which Tosa mainly bacause of ike large
advanece in private nonresidential ¢on-
struction last year. Siate and local
governmentemployment sasup 400,000,
extending the strong upward trend of
the past several years, but Federal
employment was little changed.

Last year’s large imcrease brought
factory employment to an alltime high
of 18 million, which exceeded the post-
war peak of 1053 as well as the alltime
peak reached during World War II.
In the durable goods indusiries, where
the 1005 expansion in employment
centered, a tight labormarket developed

19
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toward the end of the ysar, with
shortages appearing in several types of
ghifls, Employment inereases in 19685
werg quits genera] throughout the
durable goods growp. ‘Transportation
equipment and electrical equipment
led the advancs, and mschinery snd
fabricated metal products also made
good gains. In the nondurable goods
industries, smafl employment increases
occurred in &ll axcept tha food, tobaceo,
and petrolswin refining indonsirvies,

Rise in blue collar e*mployment

- Beoth white and blue collar employ-

ment roae considerably last year. For
the former, it was an extension of a
longrun trend, but for the [atter, it was
& development of fairly recent origin,
a2 chart 21 shows,

The sbsenrce of long-term growth in
manufacturing employment for several
years after 1053 was a factor m the
lack of growth of Blue collar employ-
ment. Sinee tha current economio
expansion started in early 1961, how-
ever, such smployment has bean moving
higher. It is only in the lest 2 vears,

T s RT 2 1
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bowever, when menufecturing incressad
considerably, that blue collar employ-
ment showed 4 sharp expansion. More
blue eollar workers were eamployed in
1965 than at any other tima in the
postwar period,

Longer hours

The szpansion in labor requirements
last year was met lorpely by increased
emplaymosnt, bué hours of work wers
also lengthened, both by incressed
overdmse work and by the substitution
of full-me work for parttime sched-
ules. Innonagricultursl industries, the
number of persons worlang over 40
hours per week inereased by nearly
1% million from I964 to 1985 a similar
inerease oceurred in these working
from 35 to 40 hours. A decline of over
1 million took placs in those working
lesa than 35 hoyrs. - '

The sverage workweek for production
workers in manufacturing exceeded 41
hours in 1945 for the first ime {annual
basig) 2inee World War IT. The rise
for the full yenr was 0.4 hours. In-
creases in hours worked per wesk wera
general by industry snd were larper
than average in durable goods, whare
overtime work was ospecially Beavy.

General reduction in unemployment -

Fewer persops ware out of work in
1965 than in any other year since 1957,
The mverage numher of unemployed
was 3.4 million, » raduetion of 400,000
from 1964 and a substantial improve-
ment, from the second guarter of 1961,
when nnemployment, at § million, was

" at its recent peak.

The reduction in hoth the level and
rate of unempioyment in 1985 was
quite general, except for teenagers, snd
during the year extended throughout
the various cotegories of occupation,
gex, ¢olor, marital status, and length of
tims -unemploysd {table 1), Adult
male unemployment, which dropped
just below 4 percent in 1064, declined
to 3.2 percent in 1985; for edult famales,
the rats deciinad frem 5.2 percent to
4.5 percent. For the most experienced
proup in the labar markat, married men,
the vnemployment rate in December
waa 1.5 percent, the lowest sinee 1053,

The level of teenage unemployment
wasa unchanged, and the rate, though

Jannary 1608

a little lower than 1084, continued high
at 13.6 percent. The culstending de-
valopments in the tesnsge labor market
lgst year were the unusually lerge rise
in the taenage labor force and the sue-
cess young pecple had in finding jobs.
The rize in employment reflected hoth
the buoyant demand for lsher and
spetial efforts to emiploy teenagers—
the President’s summer employment
program and the programs associnted
with the attack on poverty.

Table 1—Selocted Aspects of Unemiploy-
ment
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Price Developments

.In 1965, prices continued the mod-
ergte upirend that bas been evident in
recent years, although mcresses were
somewhat larger than in shy ether year
of the business expansgion,
est rises ocourred in the second quarter

“and in the closing monthe. The spring
ineresse was primarily in farm prodocts
at all Toarket Yovels; the advance late in
the year was spmewhat more general.

The most important price develop-
ments in 1965 were the large increase in
farm prices and the modest advanes in
wholesale indusirial prices after several
yesrs of little change. The table be-

I CHART 22
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low shows annual parcentage changes
for major price measures:
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“Last year, wholessle prices of com-
modities other than farm products and
processad foods, which hed remained
virtnally unchanged from mid-1959 to
late 1964, moved moderately but dis-
tinctly higher., On sn overall basis,
prices rose esch quarter, and for the
entiva year, they averaged 1 3 percent
gbhove the 1964 level,

Several factors contribited to the
incrense in industrial prices i 1965,
With capacity utilization in manufae-
turing for the year as a whole higher
that at sny other time during tha
current expansion and close to the very
high rates of 1855, rising demand was
reflected in price boosts in a number of
tndustriea, Higher unib costas also
contributed to price incresses. In
gome industries, shortages of gualified
workers, chiefly Iate in the year, were
responzible for rising wnit labor cosis;
in others, ibe utilization of margmal
plant facilities pushed up produstion
costs. Io the closing months of the
year, the escalating military conflict in
Vietnam may have given mize to
speculative price increases,

Federal Government policies had a
direct influence on prices last yeer.
After the announcements of prics in-
creases for copper and aluminwm in the
fall, tha Government intervened active-
ly under the waga-price guideposts to
bring about revocation of the increases.
The existence of the guideposis un-
doubtedly sexrved as a detegrent to
other price advances. In addition,
most of lost pesr’s cuts in excise taxes
were pazsed on in the form of lower
prices, particularly for motor vehicles
and severel coneumer applisnces.

Ameng the 13 major commodity
groups of the BLS index, metals, fuals,
hides, and miscellaneous products regis-
tered price increases for the full year
that exeeeded the aversge rise; 8 other
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vategories wers up less than 1 parcent,
apd 1—furpiture and appliances—da-
climed (chart 23). On s weighted
basiz, abouot two-fifths of the 1.3
percant vise in industrial comumedity
prices was due fo higher prices -for
matals end matal produets, and of this
increase, 70 percent was atiributabla
to nonferrous matels. Fuel and ma-
chinery prices each sccounted for ahout
one-zixth of the gverall indusiriel price
incrensa.

The pnmmarme in hides, skins, snd
teather—which waz the lergest among
the mafor commodity groups—was as.
sociated with a restriction of supphies,
. #rieing from the reduction in ezttle and
heg sleughtor, and with a substantial
incresse in demand, especially from shoe
meanefactarers. Fuel prices reboundad
frone the low level reached late in the
summer of 1964, when inventories ware
very heavy. As exeess stocks of refined
petrolerm products were worked off, the
gasoline price warz came to an end.

Prices of metals and metal produets
continned to rise last year, extending
the uptrend thet began early in 1963.
Much of 195 advance was attributable
to higher prices for nonferrous metals,
as strong worldwide demand and strikes
in major producing countries squeezed
domestic supplies. Iron and steel
prices a5 & group were relatively stable;
sorap prices fell sharply and prices for
steel mill products showed small selec-
tive increases. The upswing in busi-
ness capital outlays continued io push

SURVEY OF CURRENT BUSINESS

up prices for most types of noneleciri-
eal machinery. However, becausze of
stability in maotor vebicle and eectrical
machinery prices, the cversll index of
machinery and equipiment prises ross
only maoderataly.

Price increases more frogquent

One aspect of the rise in wholesale
industrial pricas over the past year
has Deen the greater frequency of
price increases and the lesaer fraquenoy
of price deeresses ag comparad with
other yesrs of the current expansion.
Thisz is brought out in tabla 2.

The data in table 2 are based on
1,418 industrisl commodities in the
BLS Wholesale Price Index for which
continusus series exist back to Oetoher
1961, For each of four timespans,
frequency distributions of percant
changes aTe prasented by size and direc-
ton of change for all itemss and for
durables and nondurables separately.
Orver 80 percant of all indusirial items
are included. Preliminary OCctober
1965 figures were the most recent

" datailed dats aveilable when the

tabulation was mede. _

Approximately half of the com-
modities registered some prica increase
from Oetober 1964 to Ooctober 13645,
mnd the proportion was the highest
for any of #the timespans shown.
Increnses of 2 percent or less did not
change much in relative Impurtance
over the entire 4-year period; ndvances
of more thsu 2 percent—eapacially

Tuhls 2—Frequatcy Distribytions of Changes in Wholesain Dndoatrial Prices
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those in excess of § percent—became
mora RIENAFOnS.

Abont 30 percent of the commodities
showed no change, snd 20 percent
showed declines from October 15¢4
to October 19685. The proportion of
decrenses of 2 percent or less was
roughly the same throughout the
L-year period; the- praportion of
decroases above 2 percent, particulszly
those greater than 5 percent, dwlmad
st.aadﬂj'

Farm and food prices adoance

From 132 to 1964, a downward
drift in prices of farm products (fos-
tered by a favorable supply situation),
relstive stability in wholesale food
prices, and only modest increases in
retail food prices, mede s importsnc
contribution to overall price atability,
Last year saw o marked change attrib-
utable chiefly to sharply higher -prices
for livestock and meat. On an ovezall

“basis, prices at all lavels of producton

sod disisihbution rose rapidly during
the first helf of 1965. In general,
prices phanged relatively liettle during
the summier and fall montha,
Wholesale market prices for farm

products rose nearly 8 percemt, asa-

"sonally adjusted, from Decenber 1064

to June 1965, From June to Novem-
ber, there was litlle further net change,
butin December, ferm prices wers agein
moving highar. As chart 22 shows, the
4}-percent rise in wheolazale priees for
farm producte from 1864 to 1865 was
tha Iargest snnual inorease zinee 1958.
Prices for fraite, veretables, and grains
moved lower Inst yesr under ths in-
flvence of record erop production, but
prices of livestock wars one-gixth abova
the 1964 average. In eprly Decomber,
prices of hoge in Chicago wers at a
17-year high, nearly dovhla the market
price a year earlier.

In the first half of 1965, the rise in
processad food prices at wholesale mar-
kets did not match the increase for farm
products. Unlike farm product prices,
however, wholesale food prices contins
ued to move up during tha last half of
1965 as processors adjustad to higher
raw material costa. For the full year,

‘the advance from 1064 in wholesale

food prices—more then 4 percent—
nesTly equaied that of farin prndu_nta.
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. Prices paid by consumers for focd, st
both grocery stores and restaurants,
reflected the rise in wholesale prices.
From Janvary te July, fond-ai-home
prices in the constumer price index rese
4 percent, seasonally adjusted, ohiefly
w2 & result of a l0-percent incresss in
the meat, poultry, and fish index.
With mest prices stabilizing after mid-
summer, the index loveled out and
towerd the emd of the year declined
slightly, For the yeer 22 a whols, food
prices were nbont 2} percent sbove the
1064 lovel, as compared with incresses
ranging from 1 o 1% pamen& in the

precading 4 years.
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Nonfood coraumer prices mized
Consumer  prices . for commodities
other than food rose only two-thirds of
1 percent from 1964 to 1965, the
smallest increase since 1961. ' The mid-
year reduction in Federal exciss taxes
on anloinobiles, wpplinoces, and other

consimer jtems and price reductions

for durable goods not- amociated with
the tax cut offset increases in apparel
and fusl,

In” mutomohbile markete, prices ware
lower despite record szles. Last year's
2}-percent reduction in new car prices,
the fourth sutcessive annual decline,
brought prices of new automobiles
nearly 5 percent below the 1950 peak.
Seazonally adjusted data show a definite
iwo-stage reduction within the year.
Prices fell about 2} percent after the
tax cut and somewhat lass 3o the fourth
quarter. TUsed car prices (not direcely
influenced by the tax reduction}, which
rose one-fifth from 1960 to 1084,
declined ragher sieadily throughout 19685,
Although average prices for the year
were down less than 1 percent from
1884, yearend guotations were about 4
percent under the figures a year earlier.
Prices for household durable goods fell

for the seventh straight year; of the I¥-

percent decline from 1984, about one-
balf was attrbutable to the tax out,

The long upward @rend in service
prices continued lest year, with the
avernga advance, 2¥ percent, slightly
above the anoual increeses from 1961
401964, Gains were fairly general and,
83 in recent years, wers smalier for
rent than for most other services.

Financial Developments

Lust year's expansion in economic
setivity was sccompanied by a merked
indrease 1 the pace of credit demands.
Moat of the increase eame from corpora-
tions, but consumers and State and local
governments also steppsd op  thenr
borrowing; the Faderal Govermment
mads only trinor net demands on money
and eapital markets. The supply of
funda available to meot the rising nead
for credit accommodadion showed in-
creasing signs of stringency in the
gecond half of the year, aned interest
rutes moved moderateiy higher. Until

" rose slightly in tho last querter.
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very late in"the year, continued pressure
by the Administration had been an
impertant influence im keeping bank
miee oo shori-termn business loans
relatively stable, In December, after
the Federal Regorva vaised the discount
rats, the rise in ynterest raies of mnst
tjrp-aa accelerated.

Myonetary policy less easy .
Last year, the Federsl Resorve sub-
jected bank reserve positions to pressure
somewhai greater than in 1954, Dur-
ing each month of 1%65, borrowed
reserves wera substantially higher than
& year earlier; total bank reserves in-
creased #0.8 hillion, not faat enough
to support the rise in total benk oredit.
Thess higher reserves were provided
by incressed bank currency holdings
ahd by a record volume of Federal
Reserve purchases of T7.5. Government

- mpcurities, which werse $4 billion last

year 88 compared with 334 hillion
in 1964,

Credit expsnsion by commercial
banks in 1965 resched a record of $26
billion, as compared with $18 billion
and $21 biliion in 1963 end 1984
respectively. Business loans rose mark-
edly above the 1984 pace, 511 billion
85 compured with $8 billien. The in-
crense wes particularly sharp in the
first quarter, when inventory accumu-
lation was very large and just before the
voluntary guidelines on foreign lending
ware adopted. The rate of increase it
business loans alackened in the second
half to $4% biliop at an annual rate.
Banks alzo increased their lending to
consumers and their purchases of State

‘snd logal government sesuritiss, but

real astate lending wus hitle changed.

With reserve posttions somewhat
tighter and loan demands beavy, bank
holdings of U.8. Government securities
declined very zharply in 1985; they
dropped $4 billion as compared with
less then 31 billion in 1064, The decdine
bottomed out at the end of the third
guarter, and boldings of Governments
Thesa
in¢reases in bank assetz wers matched
on the liability side by & $23% billion
incrense in deposits. Demand de-
posits were up $5 billion as eompered
with s gain of $4X billion in 1864
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Time deposiis rose more sharply, $20%

billion as against $15 billion in 1964,

and Government deposits . declined.
Sipce reserve requirements are lower
for time depositz than for demend
deposits, this sharp risa contributed io
an expamsion in bank oredit.

Corporaie investment higher

A sharp rise in the investment s
worldng capital requiraments of non-
financial corporations ouistripped a
substantial increase in their internal
funds last year. Conzaquently, cor-
porations slepped up thewr external
finencing and reduced their holdings of
liguid sssats, '

Fixed investment expenditures by
nonfinancial corporations in 1985 were
more than 50 billion sbove the 1084
total. Corporate inventories rose %8
billion in 1045 as compersd with an

Interest Rates

SURVEY OF CURRENT BUSINESS

increase of $4% bilon in-1964. The
pesk in accumulation wes reached in
the first quarter, alter which inventory
investment tapered-of.

Direct investment abroad by cor-
poraticns in the first three gquarters of
1965 was $3% billion as compared with
$2¥ billion in all of 1964, The greatest
port of the increase. poewrred in the
first half of 1965; the reduction in
thesa outlays az the wear progressed
reflected the afforts of firms éo copperate
in the program to improve the balance
of payments,

Beforetax profite of nomnfinaocial
corporations rose 15X percent above
1964 to $62 billicn; the ‘reduction in
Federal taxes conteibuied to a relatively
grester inaresse in efter-tax profits.
Since dividend paymenta did not keep
pace with the inersaze in esrnings,
undistributed profits rose $4% hillion

CHART 25
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or 28 parcent over the previous year.
Net cash flow—+the sum of nadistributed
profits and capital consumption allow-
ances—increased $6X% billion in 1965 as
compared with a $6 billicn advance in
1964,

With internel funds rising less than
investment s working capital needs, .
new bank loans increased 36 billion
from 1964 to 1065. DBond issues rose
to- $6% hillion as compared with $4°
billion in 1984. Retirements of stock
izsues about equaled new Hotefions, in
contrast to & net sssue of $1X billion
1984

In 1965, liguid assets declined at
about the same rate as in 1564, Within
this total, U5, Government sacurifies,
demand deposits, and coTency de-
creased, end time deposits Tose.

Consumer debts and assets up
Morigage financing by tonsumers in
1965 was little different from 1964 be-
canze of the comperative stability in
single-damily home aonstruction, How-
ever, the sharp riee in purchases of
consimer durabla goods was mecom-
panied by a large increase in the use
of credit. Consumer installment credic

i outstanding incressed 37% hillion in

1965, after an accretion of 5% billion
in 1964, Antomobile papsr accounted
for almost half of the 1065 advance.

In the fourth quarter of 1965, the
ratio of installment debt to dispezable
personal incoms stood st 13.7 percent,
a5 compared with 12,9 percent & year
earlier. Neoverthelsss, tha mosé recent
retio did not appesr high when gauged
by postwar trends. The ratio has risen
threughout the poséwar period, as
househelds and individuals have mads
increased use of credit to finance their
purcheses and ss avernze loso maty-
rities have langthened.

Consumers’ investment preferences
in 1066 featured increased emphaais on
bank time depozits and less on sevings
and lenn shares, Consumers stepped
up their investment i mutuel funds,
about in line with the inerease in total
stocl markat purchases, but decreased
their holdings of other types of stocks.

GCovernment borrowing doun

The improvement in the fiseal posi-
ticn of the Federal Government in 1965
wes reflected in & reduction in Govern-
ment borrowing. Last year, net bor-
rowing by the Federal Government
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totaled u littla over %1 billion, in con-
trast to 36 bilbon a year earlier.
Within 1965, however, movemants in
Federal borrowing 2id not match the
wide ewinge in the Federal fiscal posi-
tion. During the first half, when the
Government ran a substantisl surplus,
its cash balances were built up. These
wera parmitted 0 run down in the
second half as Federal axpmdltums
exeeeded receipts.

State and locel povernmenis increased
their borrowing moderataly, from $10%
billion in 1984 to-$11 billion in 1965,
Interest rates rise

Over most of the expansion that
started in early 1961, short-term inter-
‘st vates moved irregularly higher whila

lomp-term raten were Toughly stable.

Monetary policy encouraged & riza in
ghort-term rates in order io dampen the
outfiow of ecapital abrond but was
oriented towsard stabla lonp-term rates
in order ta facilitate domestic economic
expansion. The fact that corporate
internal funds rose more rapidly thano
investment requirements was alse im-
portant in fostering st.ahlhtrjr in lun.g-
term borrowing costs.

In 1965, the mometary aathorities
shifted sornewhat from a policy of ense,
and the Tise in corpgrats investment
requirements staried to outsirip the
increase in internal funds. Interest
rates began to edge up, mainly in the
latter part of the year. Om December
&, the Federal Reserve raized-the dis-
count rate from 4 to 4% percent and
increased the maximum rete on time
deposits having a maturity of 30 days
of more to 5% percent.

Short-term rates and long-term yields
moved sharply upward throughout
December. For the month ss s whole,
prime commercial paper moved 48
basgiz points above the Decamber 1964
rate af 4.17 percent. Over the same
petiod, new a-munbh Treasury issues
tose from 3.86 percent to 4,37 percent,
and yields on long-term Government
bonds rose from 4.14 percent to 4.43
percent,

Production Expansion

(Comlinued from pape I5)
Comparizon with I958-60

When growth rates from 1960 to
1965 are compared with those for the
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two periods from 1953 t6 1960, it is
clear that differences ara most pro-
nounced for consumer dursbles, pro-
ducers’ durable equipment, and Federal
Governmant expenditures. The rate
for consumer expenditures other than
durables was moderately higher, bui

the rate for Siate apd local government’

purchases was somewhat lower.

These shifts in markeis mdexlia. the
_changes in output by type of product.
Dhuable goods output, with a growth
rate of 6% percent since 1060, has
increased far more rapidly than it did
from 1953 to 1857 o from 1957 to 1960.
Az ¢ompared with the 1953-60 pericd,

average growth rates sioee 1960 have.

accelerated for each of the other three
types of products, but not as much as
in the cese of durable custput. Thke
differences over the two periods  are
least for service output and grenbest for
structures,

Balance of Payments
(Continned from page 18)

of 1965, began to rise because of in-
creased expenditures in Soutbeast Asia.
Increased military sales offset much of
the rise in expendituras.

U.S. Government grants pnd eapital
outiow, net of repeyments, remained
close 5o the 336 hillicn level of the

preceding 2 years. The emall advance

in outflow in 1985 was offset by in-
creased repayments, which included a
large advence repayment by France in
tha third quarter.

Private Capital Outflows

The substential decline in US.
privabe capitsl cutflow in 1065 was
primarily Tesponsible for the improved
balance-of-payments position of the

United States. Through September, -

the outflow was reduced to $2.6 billion
st an annual rate, well below the 1083
nad 1964 levels of $4.5 and $6.5 billion
respectively,

Principally through large nast ligui-
dations in the second quarter, bank
foans shifted from 2n increase of 32,5

billion in 1064 to & decresse of over

$0.1 billien {(after spasonal adjustinent)
in the O-month period thyough Septem-
ber 1045, Bank credits abrosd re-
-mained well within the puidaline of a
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$0.5 billion increase suggested for the
full year 1966.

Nearly §0.5 billion in funds invested
sbroad by nonhank corporations were
repatriated in the ficst % months of 1965,
This conitrasts with the exirzordinery
cutflow of over $0.9 billion in all of
1964 and represents a 51.4 billion im-
provement over the period. The ligni-
dation oscurred lapgely in the first two
quarters of the year.

U.S. direct investments abroad were
exceptionally high in the first hall of
the year befora investment planz could
ba chenged in respomse to the FPresi-
dent’s progrem, Although dirset in-
vestments dedlined sherply in the third
quarter, the 1985 total will probably
be =ubstantially higher than the 1864
level of 52.4 billion.

Throvgh September 1985, purchases
of new issues of foreign securities
amounted to $0.9 billioh, seasonally
pdjusted, as compared with $1.1 hil-
hoo for oll of 1964, The 1065 pur-
chases ineluded a $164 milllion izsue by
the International Bank, the proceeds
frorn which were placed in long-term
time daposits so that they did not im-
medistaly affect houid liabilities. Most
of the other néw izguss were Canadian.
Since the mtroduction of the Interest
Equalization Tax in July 1963, there
bhave bean faw issnes sold here by couvn-
tiies subject to the tax, but in the first
three quarters of 1965, the amount in-
volved rose to mors than $100 million.

Other Major Transactions

1.5, receipis from income on invesi-
ment coniioued the strong wpward
trend of recent years. The ineresse in
income on investinent io 1966 may have
reflected, in addition to the expanded
level of direct investment abhroad, the
reduction in the 11.3. corporate income
tex rate, changes in the German tax
system, and, early in the year, some
concern about the balance of payments
sitoation of the United Kingdom.

A major chapge in foreign long-term
invegtment in the United 3tates Te- -
sulted from large net sales by foreigners
of TI8. corporate securities m the
second and third guarters, reflecting
in pert conversions by the Britwh
Goveriment. Total net sales amounted
to nearly $0.5 billion v 1085, as com-
pared with $0.1 billion in 1964 and with
net prrchases of $0.3 billion in 1063,



